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AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON UMZIIi/IVUBU LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introductfon 

1 . I have audited the accompanying financial statements of the Umzlmvubu Local Municipality, 
which comprise statement of financial position as at 30 June 201 0, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended and a summary of significant accounting policies and other explanatory 
information, and the accounting officer’s as set out on pages ... to .... 

Accountlng officer’s responsibliity for the financial statements 

2. The accounhng officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with Statements of Generally Recognised Accounting Practice 
(GRAP) and in the manner required by the Municlpal Finance Management Act of South Africa 
(Act no.. 53 of 2003)(MFMA) and the Division of Revenue Act of South Afrlca (Act no. 1 2 of 
2009) (DORA). This responsibility includes: designing, implementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are free 
from material misstatement, whether due to fraud or error; selecting and applying appropriate 
accounting policies; and making accounting estimates that are reasonable in the 
circumstances. 

Auditor-General’s responsibillty 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and section 
166(3) of the MFMA, my responsibility is to express an opinion on these financial statements 
based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of27 November 2009, Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from materlal 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financiai statements in orderto design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estlmates made by management, as well 
as evaluating the overail presentation of the financial statements. 

6. i believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my audit opinion. 
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Basis for qualified opinion 


Trade receivables from non-exchange transactions 

7. The value added tax (VAT) receivable of R3,7 million disclosed in note 4 is not supported by 
appropriate documentation. Even after performlng alternatlve procedures I was not able to 
obtaln sufficient appropriate audit evidence relating to the existence, accuracy, completeness, 
valuation and cut-off of the VAT receivable disclosed in note 4 to the financial statements. 

Trade receivables from exchange transactions 

8. Projects, sundry deposits and sundry debtors of R1 ,7 million disciosed In note 5 are not 
supported by appropriate documentation. Even after performing alternative procedures I was 
not able to obtain sufficient appropriate audit evidence relatlng to the existence, accuracy, 
completeness, valuation and cut-off of the projects, sundry deposits and sundry debtors 
disclosed In note 5 to the financial statements. 

9. In terms of the credit control policy of the municipality, interest must be charged on debtors 
past the due date. Interest on outstanding debtors was not charged on various debtors 
accounts. As a result interest revenue of R1,4 million was not recognised in the flnancial 
statements. Consequently interest revenue and trade recelvabies from exchange transactlons 
are understated by R1,4 million. 

10. The municipallty did not disclose the fair value of revenue Incurred taking Into account the 
payment period and time value of money as required by International Accounting Standard 39 
(lAS 39): Financial instruments and as a result revenue from exchange transactions Is 
overstated, interest received is understated and receivables from exchange transactions are is 
overstated by R736 119. 

Irregular expenditure not disclosed 

H.The municipailty omltted irregular expenditure of R1,6 million incurred In contravention of the 
municlpality’s supply chain management pollcy from the amount of R2 million disclosed In note 
36.8. As a result Irregular expenditure is understated by R1,6 million. Furthermore, the reasons 
for deviations from the supply chain management pollcy were not disclosed. 

Prior period error incorrectly disclosed 

12. The correctlon of a prlor period error relating to the 2007-08 flnancial year is Incorrectly 
dlsclosed In the statement of changes in net assets In 2010 instead of 2009. As a result the 
baiance of accumulated surplus and reserves as at 30 June 2009 as disclosed in the statement 
of net assets is understated by R21 ,5 mlllion. 

Creditors 


13. Un-cleared suspense of R422 079 are included in note 12 to the flnancial statements. These 
suspense accounts were not supported by appropriate documentation. There were no 
alternative procedures that I could perform to satisfy myself that these accounts were correctly 
classified and obligations existed in respect of these amounts. As a result I could not obtain 
sufflclent appropriate evidence relating to the obligations and classlfications of these un- 
cleared suspense accounts disciosed in note 12. 
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14. The municipality did not disciose the fair value of interest on payables as required by 
International Accounting Standards 39 (lAS 39): Financial Instruments as a result interest 
expense is understated whilst payables are overstated by R656 107, 

Expenditure 

15. The municipality did not disclose the fair value of expendlture incurred taking into account the 
payment period and time value of money as required by International Accounting Standard 39 
(lAS 39). Financial Instruments and as a result general expenditure is overstated and Interest 
expendlture is understated by R1 ,6 million. 

Commitments 

16. Due to lack of control over the recording of commitments in the contract register the 
completeness of commitments could not be confirmed. Alternative audlt procedures could not 
be performed to obtain reasonable assurance that commitments were properly recorded. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satlsfy myself that 
commitments amounting to R14,5 million as disclosed in note 37 to the financial statements 
are complete, 

Disciosure 

17. Credit risk, market risk and liquidity risk requirements of IFRS 7 have also not been dlsclosed 
by the munlcipality. 

Qualified audit opinion 


1 8. In my opinion, except for the effects of the matters described in the Basis for quallfied opinion 
paragraphs, these fihancial statements present fairly, in all material respects, the financial 
position of the Umzimvubu Local Municipality as at 30 June 2010 and its and financial 
performance and its and cash fiows for the year then ended, in accordance GRAP and in the 
manner required by the MFMA and DORA. 

Emphasis of matter 


19. 1 draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

20. As disclosed In note 31 to the financial statements, the corresponding figures for 30 June 2009 
have been restated as a result of the change in accounting standards from IMFO to GRAP. 

Matters important to the users of the financial statements: 

Unauthorised expenditure 

21. As disclosed In note 35.1 to the financial statements, unauthorised expenditure to the value of 
R12, 7 million was incurred due to overspending particular votes and utilising unspent 
conditlonal grants for operating activities. 

Material losses 

22. As disclosed in note 5.1 to the financlal statements, material losses to the amount of R6,9 
million were incurred as result of provision made for impairment of debtors during the ye’ar. 

Additionaf matter 

23. 1 draw attention to the matter below. My opinion is not modiHed in respect of thls matter. 
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Unaudited supplementary schedules 

24. The Appendices A-F does not form part of the financial statements and is presented as 
additional information. I have not audited these schedules and accordingly I do not express an 
opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREIWENTS 

25. As required by the PAA and in terms of General Notice 1570 of2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance with the Munlcipal Finance Management Act, 2003 (Act 
No. 56 of 2003) (MFMA) and financial management (internal control). 

Predetermined objectives 

26. Materlal findings on the report on predetermined objectives, as set out on pages XX to XX, are 
reported below: 

Non-compliance with regulatory and reporting requirements 

27. The following core components required by section 26 of the MSA were not included in the 
municipality’s integrated development plan: 

a. An assessment of the existing level of development in the municipality including an 
identification of communities who do not have access to basic municipal services; 

b. A financial plan , which must include the budget projection for at least the next three 
years and least following; 

c. The financial resources that are available for capital project developments and 
operation expenditure; 

d. The financial resources that are avallable for capital project developments and 
operation expenditure; and. 

e. Key performance indicators. 

Usefulness of information 

28. The following criteria were used to assess the usefulness of the planned and reported 
performance: 

® Consistency: Has the municipality reported on its performance with regard to its objectives, 
indicators and targets in Its approved integrated development plan, i.e. are the objectives, 
indicators and targets consistent between planning and reporting documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, 
indicators and performance targets? 

• Measurability: Are objectives made measurable by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets specific, measurable, and tlme 
bound? 

The following audit flndings relate to the above criteria: 
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29. The municipallty, in Its service dellvery agreement has the Construction of Mt Frere offices 
(ward 18) as one of its development priorities/objectives during the year under review. This 
development prlorlty was however not disclosed in the annual performance report. 


Reliability of infomnation 

30. The following crlteria were used to assess the reliabillty of the planned and reported 
performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity i.e. can 
the reported performance information be traced back to the source data or documentatlon? 

• Accuracy: Amounts, numbers and other data reiating to reported actual performance has been 
recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have been 
included in the reported performance Information. 

The following audit finding relate to the above criteria 

31. The annual performance report does not disclose the performance of each external service 
provider. 

Compliance with laws and regulations 


Audit committee and internal audit 

32. The audit committee and internal audit did not function through-out the year as required by 
section 165 and 166 of the MFMA. 

Risk management 

33. In contravention of section 62(1) ( c ) of the MFMA which requires the munlclpallty to have and 
to malntain an effective, efficient and transparent system of financial and risk management 
control. It was noted that the munlcipality did not do a formai risk assessment during the year 
under review, 

Preparation of financial statements 

34. The financial statements submitted for audit did not comply with section 122(1) of MFMA. 
Material misstatements were identified during the audit, certain of these were corrected by 
management and those that were not are included in the basis for qualified opinion paragraphs. 

Irregular expenditure 

35. Contrary to the requirements of section 62 of the MFMA, the accounting officer did not prevent 
unauthorised and Irregular expenditure. 


INTERNAL CONTROL 

36. 1 consldered Internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, but not for the purpose of 
expressing an opinion on the effectiveness of internal control. 

37. The matters reported below are llmited to the significant deficiencies regarding the basis for 
disclaimer of opinlon paragraph, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 
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Leadership 

38. The accountlng officer did not exercise oversight responsibility over reporting and compliance 
with laws and regulations and internal control. 

Financial and performance management 

39. Manual and automated controls were not designed to ensure that the transaction occurred, 
were authorised and were completeiy and accurately processed. 

40. Management and staff did not fulfil all their duties and responsibility and pertinent information 
was not identified and captured in a form and time frame to support financial and performance 
reporting. 

Governance 

41. The fraud prevention plan was still in draft form and the risk management strategy not yet in 
place during the period under review. 

42. The audit committee did not function throughout the year since it was only appointed just 
before year. Members were only appointed one month before year-end. 

43. The internal audit plan was not approved by the audit committee, as a result all work performed 
by the internal audit unit during the year was not in accordance with an approved internal audit 
plan. 



East London 
30 November 2010 
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